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CASES, REGULATIONS AND STATUTES
by Robert P. Achenbach, Jr.
BANKRUPTCY
     GENERAL   -ALM § 13.03.*
AVOIDABLE TRANSFERS . The debtor transferred a large
ranch to related persons by warranty deed in July 1987 but the
deed was not immediately recorded. The purchasers operated
and maintained the ranch and were considered by neighbors to
be the owners of the ranch. The debtor filed for bankruptcy in
1996 and the warranty deed was recorded in March 1997. The
debtor, as debtor-in-possession, sought to avoid the ranch
transfer as a post-petition transfer of estate property. The
purchasers argued that the avoidance provisions did not apply
because the debtor had constructive notice of the purchasers’
interest in the property, since the purchasers openly operated
the ranch for nine years. The court held that, under state
common law, the purchasers’ operation of the ranch was
constructive notice to the debtor of the purchasers’ interest in
the ranch. The court also held that N.M. Stat. § 14-9-3 did not
apply because the statute only applied to unrecorded executory
real estate contracts and the transfer here involved an
unrecorded warranty deed. In re Crowder, 225 B.R. 794
(Bankr. D. N.M. 1998).
EXEMPTIONS
OBJECTIONS. The debtors filed a Chapter 7 bankruptcy case
and listed farm equipment as exempt under the tools of the
trade exemption. One of the creditors was the FSA but the
debtors failed to list the U.S. Attorney’s office on the creditors’
mailing matrix. The FSA filed an untimely objection to the
farm equipment exemption after the meeting of creditors and
the debtors argued that the untimely objection was not allowed.
The court held that an extension of time to file objections to
exemptions was allowed where the debtor did not provide
notice to the FSA by giving timely notice of the bankruptcy
case to the U.S. Attorney’s office. In re Mausser, 225 B.R. 667
(Bankr. N.D. Iowa 1998).
TOOLS OF THE TRADE. Prior to filing for Chapter 7, the
debtors operated a dairy and grain farm on leased land with
farm equipment which was partly owned by the debtors and a
related person. After filing for bankruptcy, the debtors ceased
their farming operation and moved in with other family
members on their farm. The debtors helped with the family
farm operation but also held nonfarm jobs. The debtors testified
that they were planning to lease farm land and restart farming
after the bankruptcy case was concluded. However, the debtors
indicated that a return to dairy farming was only an option. The
FSA, a secured creditor, objected to the debtors’ claim of tools
of the trade exemption for the farm equipment because the
debtors were not engaged in farming. The court held that the
debtors would be considered as engaged in farming if they
demonstrated an intent to return to farming. The court noted
that the debtors had not presented any evidence of their farming
history and did not show any affirmative acts that supported
their plans to restart farming. The court held that the debtors
were not engaged in farming and were not eligible for the tools
of the trade exemption for their interest in the farm equipment.
In re Mausser, 225 B.R. 667 (Bankr. N.D. Iowa 1998).
   FEDERAL TAXATION   -ALM § 13.03[7].*
JURISDICTION . The Tax Court held that it did not have
jurisdiction over the issue of whether the taxpayer’s tax liability
was discharged in a bankruptcy case, although the Tax Court
did have jurisdiction over the amount of taxes involved. Boozer
v. Comm’r, T.C. Memo. 1998-446.
SET-OFF. The debtor owed taxes for 1991 which were
disch rgeable in the debtor’s Chapter 7 case. The debtor filed
the case in March 1997 and claimed a refund for 1996 as
exempt. The exemption was not challenged but the IRS sought
to offset the refund against the 1991 taxes. The court held that
exempt property was not subject to the set-off provisions
because the exempt property was not part of the bankruptcy
estate. In re Alexander, 225 B.R. 145 (Bankr. W.D. Ky.
1998).
TAX LIENS . The debtor had filed and completed a Chapter 7
case in which the debtor’s taxes for 1982 and 1983 were
discharged. However, the IRS had filed tax liens and the
Bankruptcy Court had expressly noted that the liens were not
affected by the discharge order. Prior to the bankruptcy case,
the debtor became disabled and received disability benefits
from an employer’s group health insurance until the debtor
reached age 60. The policy prohibited any assignment of the
benefits. The IRS levied against the disability payments and the
debtor sought return of the levied funds. The court held that the
disability benefits were subject to the tax lien which was not
discharge  in the bankruptcy case; therefore, the levy was
proper. Pansier v. United States, 225 B.R. 657 (E.D. Wis.
1998), rev’g, 208 B.R. 41 (Bankr. E.D. Wis. 1997).
FEDERAL AGRICULTURAL
PROGRAMS
CROP INSURANCE. In accordance with section 508(h) of
the Federal Crop Insurance Act, the FCIC has announced the
approval for reinsurance and subsidy the insurance of corn and
soybeans in select states and counties under the Revenue
Assurance plan of insurance for the 1999 crop year. 63 Fed.
Reg. 71426 (Dec. 28, 1998).
KARNAL BUNT . The APHIS has issued proposed
amendments to the Karnal Bunt regulations to provide
compensation for certain growers, handlers, seed companies,
owners of grain storage facilities, flour millers, and participants
in the National Karnal Bunt Survey who incur losses and
expenses because of Karnal Bunt in the 1997-1998 crop season.
The APHIS stated that the payment of compensation was
necessary in order to reduce the economic impact of the Karnal
Bunt regulations on affected wheat growers and other
individuals, and to help obtain cooperation from affected
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individuals in efforts to contain and reduce the prevalence of
Karnal Bunt. 63 Fed. Reg. 69563 (Dec. 17, 1998).
FEDERAL ESTATE AND GIFT
TAX
ADMINISTRATION EXPENSES . The decedent’s estate
included a 150 acre residential property which was included in
a marital trust for the decedent and over which the decedent had
a general power of appointment.  If the decedent failed to
appoint the property to someone, the property passed to a
residuary trust established by the decedent’s predeceased
spouse. The decedent did not appoint the property; however, the
estate held the property until other assets were sold and until
after the federal estate tax return was filed. The estate tax return
included a deduction for the anticipated costs of maintaining
and selling the property. The court held that the costs were not
deductible because the estate gave no sufficient reason for
holding the property so long and not transferring the property
itself to the residuary trust where the costs would have been
chargeable to the trust. On reconsideration en banc, the court
discussed its prior decision in Estate of Park v. Comm’r, 475
F.2d 673 (6th Cir. 1973), which held that administrative
expenses were deductible only if allowed by state law. The
appellate court reversed Estate of Park and held that the
administrative expenses must be allowed by both state law and
IRS regulations. The IRS argued that the term administrative
expenses in I.R.C. § 2053(a) was not self-defining and that
Treas. Reg. § 20.2053-3(a) provided the proper interpretation of
deductible administrative expenses, requiring that the expenses
be allowed by state law and be “actually and necessarily”
incurred in the administration of the decedent’s estate. The
appellate court noted that the Tax Court had not made any
determination as to whether the costs of maintaining and selling
the property were actual and necessary for the administration of
the estate. The court also noted that the estate had made
plausible arguments for the necessity of holding the property
until after filing the estate tax return; therefore, the case was
remanded for findings and rulings on that issue. On remand, the
Tax Court held that the expenses associated with maintaining
and selling the property after the filing of the return were not
necessary for the administration of the estate because the estate
had sufficient assets to pay the estate taxes. Est. of Millikin v.
Comm’r, T.C. Memo. 1998-456, on rem. from, 125 F.3d 339
(6th Cir. 1997), rev’g on reconsid. en banc, 106 F.3d 1263
(6th Cir. 1997), aff’g, T.C. Memo. 1995-288.
GENERATION-SKIPPING TRANSFERS . The IRS has
announced that, for calendar year 1999, the generation-skipping
transfer tax exemption under I.R.C. § 2631, which is allowed in
determining the “inclusion ratio” defined in I.R.C. § 2642, is
$1,010,000. Rev. Proc. 98-61, 1998-__, __.
INSTALLMENT PAYMENT OF ESTATE TAX . The IRS
has announced that, for an estate of a decedent dying in
calendar year 1999, the dollar amount used to determine the “2-
percent portion” (for purposes of calculating interest under
6601(j)) of the estate tax payable in installments under 6166 is
$1,010,000. Rev. Proc. 98-61, 1998-__, __.
POWER OF APPOINTMENT . The taxpayer was a
beneficiary of a California trust which was covered by Section
16081(c) of the California Probate Code which provides
generally, that a person who is a beneficiary of a trust that
permits the person, as trustee or cotrustee, to make
discretionary distributions of income or principal to or for the
benefit of himself or herself, to exercise that power in his or her
favor only to provide for his or her health, education, support,
or maintenance within the meaning of I.R.C. §§ 2041, 2514.
The IRS ruled that, under Rev. Proc. 94-44, 1994-2 C.B. 683,
th  operation of the state law did not cause the lapse of a
general power of appointment for purposes of I.R.C. §§ 2041,
2514, w ere the scope of a fiduciary power held by a
beneficiary was restricted as a result of the statute. Ltr. Rul.
9852031, Sept. 29, 1998.
SPECIAL USE VALUATION . The IRS has announced that,
for an estate of a decedent dying in calendar year 1999, if the
executor elects to use the special use valuation method under
2032A for qualified real property, the aggregate decrease in the
value of qualified real property resulting from electing to use
2032A that is taken into account for purposes of the estate tax
may not exceed $760,000. Rev. Proc. 98-61, 1998-__, __.
VALUATION . The IRS has issued proposed regulations
governing the limitation period for assessment of tax on gifts
for gift and estate tax purposes. For gifts after August 5, 1997,
I.R.C. § 6501(c)(9) extends the period of assessment
indefinitely unless the gifts were disclosed on the gift tax return
in a manner adequate to apprise the IRS of the nature of the
transfer. The proposed regulations identify the information
which must be disclosed before the limitation period will begin
to run. The required information must completely and
accurately describe the transaction and include: the nature of
the transferred property; the parties involved; the value of the
transferred property; and how the value was determined,
including any discounts or adjustments used in valuing the
transferred property. In addition, the return must disclose the
facts affecting the gift tax treatment of the transaction in a
manner that reasonably may be expected to apprise the IRS of
the nature of any potential controversy regarding the gift tax
treatment of the transfer. Prop. Treas. Reg. § 20.2001-1.
Under I.R.C. § 2504(c) as amended in 1997 and 1998, if a gift
was adequately disclosed such that the time has expired for
assessing gift tax for a preceding calendar period under I.R.C. §
6501, then the value of such gift made in the prior calendar
period cannot be adjusted (regardless of whether or not a gift
tax has been assessed or paid for a prior calendar period).
Rather, the value of the gift is the value as finally determined
for gift tax purposes, as defined in I.R.C. § 2001(f). A similar
rule applies with respect to any increase in taxable gifts
required under I.R.C. § 2701(d). I.R.C. § 2504(c) applies only
to adjustments involving issues of valuation. Thus, even after
the 1997 and 1998 amendments to I.R.C. § 2504(c),
adjustments to prior taxable gifts may be made if the
adjustment is not related to the valuation of the gift; e.g., the
erroneous inclusion or exclusion of property for gift tax
purposes. Prop. Treas. Reg. § 25.2504-2.
Under I.R.C. § 2001(f), if the time has expired for assessing
gift tax for a preceding calendar period under I.R.C. § 6501,
then the value of a gift, for purposes of computing the estate tax
liability, is the value of the gift as finally determined for gift tax
purposes. A similar rule applies for any increase in taxable gifts
required under I.R.C. § 2701(d). Under the statute, the value of
a gift is finally determined if: the value is shown on a gift tax
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return and the IRS does not contest the value before the period
for assessing gift tax expires; or, before the period for assessing
gift tax expires, the value is specified by the IRS and the
taxpayer does not contest the specified value; or, the value is
determined by a court or pursuant to a settlement agreement
between the taxpayer and the IRS. Again, the provision only
limits the IRS' ability to make adjustments related to the value
of a gift. Thus, the IRS is not precluded from making
adjustments that are not related to value, such as the erroneous
inclusion or exclusion of property for gift tax purposes. Pro .
Treas. Reg. § 301.6501(c)-1.  63 Fed. Reg. 70701 (Dec. 22,
1998).
FEDERAL INCOME
TAXATION
CASUALTY LOSSES. The taxpayers purchased two parcels
of property on which to operate a nursery. The taxpayers made
improvements to the road on the property costing $6,840. The
existing road and improvements were severely damaged in
floods and the taxpayer claimed a casualty loss which equaled
the tax basis of the entire property. The court noted that the
taxpayers had treated, for income tax purposes, the road as
separate property, since the improvement costs were not
capitalized into the land basis and the taxpayer had claimed a
depreciation deduction for the road improvement costs. The
court held that the road was a separate improvement on the
land, was subject to separate depreciation, and had a basis equal
only to the cost basis demonstrated by the taxpayers of $6,840.
The court noted that the taxpayers had not presented any
evidence of the portion of the land purchase price which was
allocated to the existing road. Cziraki v. Comm’r, T.C.
Memo. 1998-439.
The taxpayer purchased agricultural land with the intent to
develop the land as residential properties. The land was zoned
for agricultural use only and the taxpayer planned to seek
rezoning of the land in order to develop the land. In 1989, much
of the land was ruled to be wetlands under the Clean Water Act
and the taxpayer was required to obtain a permit from the U.S.
Corps of Engineers. The taxpayer claimed a loss based on the
denial of a rezoning request and the designation of the land as
wetlands. The court held that no casualty or other loss
deduction was allowed because no definable event occurred
which caused a loss of the property and because the taxpayer
did not abandon the property. The court noted that the taxpayer
did not argue that there was any partial regulatory taking, there
was no condemnation by a governmental unit and there was no
involuntary conversion of the property. The court also noted
that the mere diminution of property value was not sufficient to
give rise to a deductible loss. The appellate court affirmed in a
decision designated as not for publication. L kewood
Associates v. Comm’r, 99-1 U.S. Tax Cas. (CCH) ¶ 50,127
(4th Cir. 1998), aff’g, 109 T.C. 450 (1997).
COOPERATIVES. The taxpayer was a nonexempt
agricultural cooperative in the business of marketing and
storing grain, manufacturing and selling agricultural products,
and the sale of convenience store items. The taxpayer issued
Class A preferred stock to members and planned to offer Class
B preferred stock. The Class B preferred shares were
transferable among Class A stockholders who are state
esid nts, subject to approval by the Board of Directors.
Stockholders exchanging Class A preferred for Class B
preferred were eligible to convert their Class B preferred back
into Class A preferred during the period of three years
following the initial offering of the new Class B preferred
stock. It was anticipated that dividends would be paid annually
on the Class B preferred shares, entirely out of Coop's net
earnings from business not done on a patronage basis, not to
xceed the limitation of state law. Patronage and nonpatronage
income was accounted for separately. The Class B preferred
had no voting rights and would not participate in the taxpayer's
revolving redemption plan. The Class B preferred stock was
eligible for redemption at the death of the stockholder. Upon
liquidation, Class B stockholders would participate on a pro-
rata basis with the participating and Class A preferred
stockholders on the basis of book or par, whichever is less,
before any distribution on common stock. The IRS ruled that, to
the extent that ordinary dividends are charged solely against net
earnings from nonpatronage sources instead of being charged
ratably against all net earnings (thereby increasing the amount
paid to member patrons), such increase would not qualify as a
patron ge dividend and therefore would not be deductible. The
IRS cited for support Rev. Rul. 68-228, 1968-2 C.B. 385. Ltr.
Rul. 9852012, Sept. 24, 1998.
COURT AWARDS AND SETTLEMENTS . The taxpayers
sued the manufacturer of an agricultural chemical, claiming
tortious injury to their nursery business. The suit was settled
and the taxpayers received a payment, of which $500,000 was
allocable to their claim of injury to their business reputation.
The taxpayers argue that damages received on account of injury
to business reputation are, as a matter of law, received on
account of personal injuries within the meaning of I.R.C. §
104(a)(2). The court disagreed and held that the payment for
injury of the taxpayers’ business reputation was included in
gross inc me. Fabry v. Comm’r, 111 T.C. No. 17 (1998).
DISCHARGE OF INDEBTEDNESS. The IRS has issued
advice on several issues involving discharge of indebtedness:
(1) When the IRS receives Forms 1099-C reporting cancellation
of indebtedness for each person with joint and several liability
on an indebtedness, the IRS will not treat the full amount of the
indebtedness canceled as income to each separate taxpayer.
Instead, a determination will be made as to the appropriate
amount of discharged debt allocable to each taxpayer that is
jointly and severally liable, taking into account all the facts and
circumstances. (2) Reporting of cancellation of indebtedness is
not required with respect to guarantors and sureties on an
indebtedness. How the discharged indebtedness should be
treated as to each surety or guarantor, if reported, will be
addressed in a separate memorandum. (3) When applying the
insolvency test of I.R.C. § 108(d), a taxpayer's interest in a
pension plan or other assets that are exempt from creditor's
claims should be included as assets of the taxpayer. (4) If a
lender cancels an insurance policy on collateral for a loan, the
lender should not issue a Form 1099-C for the cost of the
premiums no longer charged to the debtor. (5) The IRS will not
issue Forms 1099-C when canceling tax debt of individuals
discharged in a bankruptcy case or as a result of an offer in
compromise under I.R.C. § 7122. (6) An entity required to
report under I.R.C. § 6050P should subtract the proceeds of a
foreclosure sale, settlement, etc. from the total debt in arriving
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at the amount of debt canceled to be reported in Box 2 of Form
1099-C. SCA 1998-039, April 1, 1998.
EARNED INCOME CREDIT . The IRS has issued advice
on eligibility of a decedent’s estate for EIC. The advice
involved two scenarios: (1) a single parent died after more than
one-half of a tax year passed, (2) a single parent died after less
than one-half of a tax year passed and the child moved in with a
grandparent. In both cases, the parent otherwise qualified for
the EIC. In scenario (1), the decedent’s estate may claim the
EIC on the decedent’s last income tax return. In scenario (2),
the decedent’s estate may claim the EIC unless the grandparent
has a higher modified adjusted gross income. SCA 1998-044,
April 21, 1998.
EMPLOYEE EXPENSES . The IRS has issued revenue
procedures updating Rev. Proc. 97-59, 1997-2 C.B. 594, which
provides rules under which the amount of ordinary and
necessary business expenses of an employee for lodging, meals,
and incidental expenses or for meal and incidental expenses
incurred while traveling away from home will be deemed
substantiated under Temp. Treas. Reg. § 1.274-5T when a
payor (the employer, its agent, or a third party) provides a per
diem allowance under a reimbursement or other expense
allowance arrangement to pay for such expenses. This revenue
procedure also provides an optional method for employees and
self-employed individuals to use in computing the deductible
costs of business meal and incidental expenses paid or incurred
while traveling away from home. Use of a method described in
this revenue procedure is not mandatory and a taxpayer may
use actual allowable expenses if the taxpayer maintains
adequate records or other sufficient evidence for proper
substantiation. This revenue procedure does not provide rules
under which the amount of an employee's lodging expenses will
be deemed substantiated when a payor provides an allowance to
pay for those expenses but not meals and incidental expenses.
Rev. Proc. 98-64, I.R.B. 1998-__, __.
FARM SYNDICATES . The IRS has announced the removal
of inactive proposed regulations concerning farm syndicates.
Prop. Treas. Reg. §§ 1.278-2, 1.464-1, 1.464-2. 63 Fed. Reg.
71047 (Dec. 23, 1998).
HOBBY LOSSES. The taxpayer was an airline pilot who
started a quarter horse breeding farm two years before
retirement. The taxpayer also held rodeos on the farm as a
means of promoting the quarter horses raised on the farm. The
court held that the farm was operated for a profit, based on the
following factors: (1) the taxpayer hired professional trainers
and rodeo companies, (2) the taxpayer maintained complete and
accurate records, (3) the operation was terminated as soon as it
became evident that the operation would not make a profit, (4)
the taxpayer obtained expert advice, (5) the taxpayer expended
significant amounts of time on the operation, (6) the taxpayer
reasonably expected the horses to increase in value, (7) the
losses were early in the operation and resulted from unexpected
problems, and (8) the taxpayer did not operate the farm for
pleasure. Brockenbrough v. Comm’r, T.C. Memo. 1998-454.
IRS RULINGS. The IRS has announced that it will soon
begin to make certain documents, called “Chief Counsel
Advice” available for public inspection. Under I.R.C. §
6110(i)(1), Chief Counsel Advice is written advice or
instruction that conveys legal interpretations or positions of the
Service or the Office of Chief Counsel concerning existing or
former revenue provisions. Chief Counsel Advice is written by
any national office component of the Office of Chief Counsel to
Chief Counsel field offices or Service field offices. A Chief
Counsel Advice is not a definitive statement of Service position
and may not be used or cited as precedent in resolving cases,
but provide taxpayers with the views of personnel of the Office
of Chief Counsel as to current tax issues. Ann. 99-4, I.R.B.
1999-__, __.
LIFE INSURANCE . A husband and wife purchased life
insurance on their lives and transferred the policies to a trust for
their children. The trust was terminated and the policies given
to the children as joint owners. The children decided to have the
policies reissued with one to one child and the other policy to
the other child. The IRS ruled that the policies would be treated,
for purposes of I.R.C. § 101, as transferred for valuable
consideration. Under I.R.C. § 101(a)(2), if a life insurance
contract, or any interest therein, is transferred for a valuable
consideration, by assignment or otherwise, the exclusion from
gross income provided by I.R.C. § 101(a)(1) is limited to an
amount equal to the sum of the actual value of the consideration
and the premiums and other amounts subsequently paid by the
transferee. Ltr. Rul. 9852041, Sept. 29, 1998.
LIKE-KIND EXCHANGE . The taxpayer was a foreign
corporation which owned a domestic corporation. The taxpayer
also owned another domestic corporation which owned an LLC.
The taxpayer owned a hotel used in a business and transferred
the property for other business property in a three way
exchange. The exchange property was transferred to the LLC.
Before the final exchange, the taxpayer liquidated into one of
the corporations which then merged with the corporation which
owned the LLC. The IRS ruled that the change in form of the
taxpayer did not affect the eligibility of the transaction for like-
kind treatment for income tax purposes. Ltr. Rul. 9850001,
Aug. 31, 1998.
MILEAGE DEDUCTION . The standard mileage rate for
1998 is 31 cents per mile for business use, 14 cents per mile for
charitable use and 10 cents per mile for medical and moving
expense purposes. Rev. Proc. 98-63, I.R.B. 1998-52.
        The IRS has announced that it is postponing, until April 1,
1999, the effective date of the 31 cents-per-mile rate established
in Rev. Proc. 98-63. The IRS has decided to make this change
because it understands that many employers and employees will
require additional time to implement the new rate. Accordingly,
the business standard mileage rate of 32.5 cents per mile set
forth in Rev. Proc. 97-58, 1997-2 C.B. 587, continues to apply
with respect to mileage allowances paid to an employee before
April 1, 1999, for transportation expenses paid or incurred
before that date. The 32.5 cents-per-mile rate also continues to
apply for purposes of computing the amount allowable as a
deduction for business-related transportation expenses paid or
incurred before April 1, 1999. All other provisions of Rev.
Proc. 98-63 will be effective January 1, 1999. Ann. 9-7,
I.R.B. 1999-__.
PENALTIES . The IRS has issued revised guidance for
disclosure on returns required to avoid the understatement of
tax penalty, the understatement of tax component of the
accuracy-related penalty, and the return preparer penalty. R v.
Proc. 98-62, I.R.B. 1998-__, __, updating Rev. Proc. 97-56,
1997-2 C.B. 582.
PENSION PLANS. For plans beginning in December 1998,
the weighted average is 6.29 percent with the permissible range
of 5.66 to 6.67 percent (90 to 106 percent permissible range)
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and 5.66 to 6.92 percent (90 to 110 percent permissible range)
for purposes of determining the full funding limitation under
I.R.C. § 412(c)(7).  Notice 98-64, I.R.B. 1998-__, __.
RETURNS. The IRS has issued proposed regulations that
authorize the Secretary of the Treasury to accept payment of
Internal Revenue taxes by credit card or debit card. 63 Fed.
Reg. 68995 (Dec. 15, 1998), adding Prop. Treas. Reg. §
301.6103(k)(9)-1T, 2T.
The IRS has adopted as final regulations relating to the
abatement of interest attributable to unreasonable errors or
delays by an officer or employee of the IRS in performing a
ministerial or managerial act. The regulations reflect changes to
the law made by the Tax Reform Act of 1986 and the Taxpayer
Bill of Rights 2. The proposed regulations affect both taxpayers
requesting abatement of certain interest and IRS personnel
responsible for administering the abatement provisions. 63 Fed.
Reg. 70012 (Dec. 18, 1998).
The IRS has issued advice on determining the head of
household filing status: (1) The determination of whether two
unmarried individuals, each living with their own dependent
children in a shared dwelling, may each claim head of
household filing status is not a matter simply determined by
physical boundaries, but by all the facts of a case. (2) Treas.
Reg. § 1.2-2(d) details the expenses that should be considered
in determining whether a taxpayer has furnished more than one-
half the cost of maintaining a household. Such expenses include
property taxes, mortgage interest, rent, utility charges, upkeep
and repairs, property insurance and food consumed on the
premises. The cost of maintaining a household under I.R.C. § 2
does not include the cost of clothing, education, medical
treatment, vacations, life insurance, and transportation, or any
amount which represents the value of services rendered in the
household by the taxpayer or by a person qualifying the
taxpayer as a head of household. (3) Acceptable verification of
expenses for the cost of maintaining a household includes
canceled checks and receipts for the expenses such as taxes,
interest, rent, utilities, repairs, insurance, and food consumed on
the premises, records to show who paid or contributed toward
the payment of the expenses and the amount contributed by
each person involved, and amounts received from governmental
agencies such as rent subsidies. SCA 1998-041, April 3, 1998.
SAFE HARBOR INTEREST RATES
January 1999
AnnualSemi-annualQuarterly Monthly
Short-term
AFR 4.57 4.52 4.49 4.48
110% AFR 5.03 4.97 4.94 4.92
120% AFR 5.49 5.42 5.38 5.35
Mid-term
AFR 4.64 4.59 4.56 4.55
110% AFR 5.11 5.05 5.02 5.00
120% AFR 5.59 5.51 5.47 5.45
Long-term
AFR 5.21 5.14 5.11 5.09
110% AFR 5.73 5.65 5.61 5.58
120% AFR 6.27 6.17 6.12 6.09
S CORPORATIONS-ALM § 7.02[3][c].*
BUSINESS EXPENSES. The taxpayer was the sole
shareholder of an S corporation through which the taxpayer
operated a law practice. The taxpayer owned three motorboats
which were leased to the corporation for use in entertaining
clients. The taxpayer included the rent paid as income and
deducted the associated expenses of operating the boats. The S
corporation claimed deductions for the lease payments. The
lease deductions were disallowed to the corporation because the
boats were used for personal and business entertainment. The
court held that the taxpayer could not also decrease the amount
of rent included in taxable income because the payments came
from a separate entity, the S corporation. Catala o v. Comm’r,
T.C. Memo. 1998-447.
START-UP EXPENSES. The IRS has adopted as final
regulations under I.R.C. § 195 governing deduction of business
start-up costs. Section 195 generally provides that no deduction
is llowed for start-up expenditures unless the taxpayer elects to
amortize the expenditures. If the taxpayer elects to amortize
start-up expenditures under section 195(b)(1), the expenditures
ar  amortizable over a period of not less than 60 months
beginning with the month when the active trade or business
begins. Under section 195(d), an election to amortize start-up
expenditures must be made not later than the time prescribed by
law for filing the return for the taxable year in which the active
trade or business begins (including extensions thereof).
Announcement 81-43, 1981-1 C.B. 52, described the time and
ma ner for making this election.    An expense is a start-up
expenditure if it satisfies two conditions. First, the expense
must be paid or incurred in connection with any one of the
following: (1) creating an active trade or business, (2)
investigating the creation or acquisition of an active trade or
business, or (3) any activity entered into for profit and for the
production of income before the day on which the active trade
or business begins, in anticipation of the activity becoming an
active trade or business (expenditures in this last category are
start-up expenditures only if they are attributable to periods
after June 30, 1984). Second, the expenditure must be of the
t pe that, if paid or incurred in connection with the operation of
an existing active trade or business in the same field as that
being entered into by the taxpayer, would be allowable as a
deduction for the taxable year when paid or incurred.
The regulations provide that an election to amortize start-up
expenditures is made by attaching a statement to the taxpayer's
incom  tax return. The income tax return and statement must be
filed not later than the date prescribed by law for filing the
income tax return (including any extensions of time) for the
taxable year when the active trade or business begins.
 The regulations clarify that a taxpayer who is uncertain as to
the year in which the active trade or business begins need not
file an election for each possible taxable year. Rather, a section
195 election for a particular trade or business will be effective if
the trade or business becomes active in the year for which the
election is filed or in any subsequent year. 63 F d. Reg. 69554
(Dec. 17, 1998), adding Treas. Reg. § 1.195-1.
TAX RATES . The standard deductions for 1999 are $7,200
for joint filers, $6,350 for heads of households, $4,300 for
single filers and $3,600 for married individuals who file
separately. The personal exemption is $2,750. The income limit
for the maximum earned income tax credit is $4,530 for
taxpayers with no children, $6,800 for taxpayers with one child,
and $9,540 for taxpayers with two or more children. The IRS
also announced the inflation adjusted tax tables and other
inflation adjusted figures for 1999. Rev. Proc. 98-61, I.R.B.
1998-__, __.
AGRICULTURAL LAW PRESS
P.O. Box 5 0 7 0 3Eugene, OR 97405
8
The Agricultural Law Press announces the publication of the nine-year archives of the
Agricultural Law Digest and the entire Agricultural Law Manual on CD-ROM.
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FAST AND COMPREHENSIVE . These CDs give you the speed and efficiency of computers in access to
agricultural law. The combination Agricultural Law Digest and Agricultural Law Manual CD contains nine
years of developments in agricultural law and the complete text of the most comprehensive single book on
agricultural law. Agricultural law becomes as accessible as a mouse click. You can search the files, print any
page or download selected text to your computer.    There is no time or other limit to your use of these disks  .
FULL WORD AND PHRASE SEARCH: A simple yet effective search program included on the CDs
allows searching of all documents for words and phrases. The Digest  includes a full index of all issues. The
Manual includes a synopsis of the entire book which is hyperlinked to the text. Looking for requirements of
special use valuation elections? Just click on the item in the synopsis and the CD automatically conveys you
to that section of the text. Looking for discussions of Mizell, Wuebker or FOBD? Just enter the case name or
term and the CD does the searching for you.
CROSS-PLATFORM ACCESSIBLE .  These CDs make use of Adobe Acrobat Reader + Search,©
included on the CDs. The CDs and software are fully compatible with Windows, Macintosh, UNIX and most
major operating systems. Adobe Acrobat uses PDF files similar to those used by the IRS to electronically
download forms and publications on the internet. The pages can be searched, copied to your word processor
and printed. Yet, for all the computer wizardry included on the CD, the materials have the feel and
appearance of the printed books, providing the user with the ability to browse and flip through the pages as
well as perform computer assisted searches.
UPDATES AVAILABLE . Supplement the CD with an e-mail subscription to the Digest and you will
have a comprehensive and timely research resource for you agricultural client’s needs. The CDs will be fully
updated three times a year. You can subscribe to all updates or an annual update.
OFFERED IN THREE VERSIONS : (1) The archive of all nine years of the Digest; (2) the entire Manual
with hyperlinked synopsis; and (3) both the Digest archive and the Manual.
           Disk                                                                   Price                        Annual update                                                                        Triannual update
Agricultural Law Digest (nine year archive) plus
Agricultural Law Manual................................$300..................$100...............$125
Agricultural Law Digest (nine year archive)..........$250...................$75...............$100
Agricultural Law Manual................................$115..................$100...............$125
To order your disk write or e-mail Agricultural Law Press, P.O. Box 50703, Eugene, OR 97405
e-mail: aglaw@aol.com
